
Local and international trade growth are two 
important keys to Louisiana's economic prospects 
in the new year. A pickup of growth in these 
sectors, and perhaps in residential construction 
and manufacturing as well, will be needed to 
help offset the state's dependence on an energy 
sector likely to remain weak in 1985. Even with 
the expected acceleration of trade, housing, and 
some manufacturing industries this year, Lou-
isiana's economy probably will expand more 
slowly than the nation's. 

Early in 1984, the outlook for Louisiana's econ-
omy was cloudy but seemed to be brightening. 
The energy and international trade sectors, both 
crucial to the Pelican State's health, were expected 
to rebound moderately. With growth from these 
sectors, plus an expected rebound in manufactur-
ing, housing construction, and a strong push from 
the Louisiana World Exposition, the state's econ-
omy was expected to gain momentum as the 
year unfolded. Yet, for a variety of reasons, actual 
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Chiefly because of the cont inuing decl ine in 
oil prices, Louisiana's economy partook only 
meagerly of the nation's expansion during 
1984. The state likely will experience more 
robust growth in 1985, but soft energy prices 
threaten to sap the recovery's vigor. 

growth turned out to be weaker than anticipated. 
Moreover, the state's economic advance began 
to reverse around midyear and showed continuing 
signs of weakness at year-end. 

Sinking worldwide demand for energy, coupled 
with the price-depressing effects of new supplies, 
has cut deeply into Louisiana's oil-dominated 
economy. The worldwide oil glut largely explains 
the state's weak recovery relative to the nation's. 
A decline in oil demand, attributable to the 
global recession in 1981 -82 and to conservation 
efforts following the early 1970s and 1979-80 
jump in fuel prices, has reduced employment in 
industries directly and indirectly related to energy. 
Weak growth of the economies of major U.S. 
trading partners and continuing strength of the 
dollar also have limited growth of Louisiana's 
export-oriented economy relative to that of other 
states. Weak recoveries abroad limited the growth 
of world trade last year, preventing Louisiana's 
important seaport activity from contributing much 
economic strength. Furthermore, the strong dollar 
has favored import growth during the recovery 
relative to exports of domestically produced 
goods, stallingthe growth of Louisiana-produced 
agricultural and manufactured exports. 

Statewide Labor Market Developments 
As has been noted elsewhere, the United 

States staged a powerful rebound in 1983 and 
1984 from one of its worst recessions since 
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Chart 1. Unemployment Rate, 
United States and Louisiana 

Source: U.S. Department of Labor and Louisiana Department of 
Labor data; seasonally adjusted by the Federal Reserve 
Bank of At lanta 

World War 11. By the fourth quarter of 1984 non-
agricultural employment was 6.6 million above 
its level in the final quarter of 1982. But in 
Louisiana, nonagricultural employment actually 
was lower in the fourth quarter of 1984 than two 
years earlier, and the state had regained only 
one-third of the jobs it lost in the recession. 

Since the early 1970s Louisiana's unemploy-
ment rate has been out of step with that of the 
nation, largely because energy looms so important 
in its economy. Rising energy prices and domestic 
demand spurred job expansion in Louisiana in 
the 1970s while exerting a drag on the national 
economy. But since 1983, Louisiana's unemploy-
ment rate has averaged about 2 percentage 
points higher than the nation's, and the gap 
began to widen last summer (Chart 1). 

Louisiana's d isappo in t ing economic per-
formance in 1984 is linked to weaknesses in the 
energy, petrochemical, and international trade 
sectors, and to a less-than-expected boost from 
the World's Fair in New Orleans. These mis-
fortunes showed up vividly in an annual nonfarm 
job growth rate that was barely positive late last 
year while the nation's employment was growing 
at a 4 percent rate. 

Greater improvement also was anticipated in 
1984 for some less important sectors of the 
state's economy. Continuing economic recovery 
nationally and a rebound of Louisiana's mainstay 
industries were expected to generate jobs in 

manufacturing, wholesale and retail trade, and 
services. Job growth did occur in these industries, 
but the state's dominant industries were so weak 
that the economic advance reversed when the 
national recovery slowed. 

The sectoral distribution of Louisiana's employ-
ment has been working against the state since 
1981. Compared with the nation, Louisiana has 
a relatively high proportion of its employment 
concentrated in mining, construction, and trans-
portation (Table 1). Within manufacturing, petro-
leum refining and chemicals production account 
for an unusually high share of Louisiana jobs 
relative to the nation. Employment declined in 
all of these Louisiana specialties last year. The 
state's relatively undiversified economy simply 
cannot advance robustly without strength in 
the petrochemical, oil, gas, and transportation 
industries. 

Weakness in such major industries also is 
largely responsible for the slackened pace of 
construction activity. The absence of a good 
push from new industrial chemical plants, oil 
refineries, pipelines, and heavy waterway related 
projects has caused the whole construction 
industry to sag. Construction employment has 
been declining since mid-1981. Nearly 30,000 
construction jobs were lost during the recession 
and few have been recovered. 

A major increase in Louisiana's employment 
in 1985 seems unlikely. The service-producing 
sector and some manufacturing industries will 
continue to expand if the national economy 
grows for a third successive year as expected. 
Continued expansion of world trade this year 
also should add buoyancy. Unfortunately, the 
state's heavy dependence on growth of the oil, 
gas, and petrochemical industries makes it 
unusually vulnerable when energy prices drop. 
Even with stabilized energy prices at current 
levels, Louisiana is likely to grow more slowly 
than the nation in 1985 because of continuing 
sluggishness in the oil and gas industry. 

Local Labor Market Developments 
Among Louisiana's metropolitan areas, Shreve-

port benefited greatly from the national expan-
sion in 1984. Employment growth relative to 
labor force expansion was particularly rapid 
there in 1984, sharply reducing its unemploy-
ment rate (Table 2). An increase in industrial 
employment in the area's metal, electrical, and 
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Table 1 . Employment Shares and Growth, 
U. S. and Louisiana 

Percent Growth, 11 /83-11 /84 Percent Share, 11 /84 

Manufacturing 
Construction 
Trade 
Finance 
Services 
Mining 
Government 
Transportation 

Total Nonfarm Employment 4.1 

U.S. Louisiana U.S. Louisiana 

3.6 1.2 20.5 11.6 
8.4 - 6 . 8 4.8 6.9 
5.1 0 23.4 23.8 
3.5 0.4 5.9 5.3 
5.1 2.1 21.9 19.7 
4.7 - 0 . 3 1.0 5.0 
1.3 1.1 17.0 20.5 
4.1 - 1 . 4 5.5 7.3 

Source: U.S. Bureau of Labor Statistics, The Employment Situation, and Louisiana Department of Labor, Louisiana Labor Market Information, 
November 1984. 

nonelectrical machinery industries influenced 
by improvement in the nation's auto and housing 
sectors more than offset the dampened demand 
for energy-related supplies. 

Baton Rouge registered fast employment 
growth in 1984, led by gains in wholesale and 
retail trade, services, and government employ-
ment The relative strength of the state capital's 
economy also attracted workers from elsewhere 
in Louisiana, expanding its labor force faster 
than any other metropolitan area Consequently, 
Baton Rouge's steady performance was masked 
by an unemployment rate that showed little 
improvement. 

The Lafayette metro area, which has enjoyed 
the lowest unemployment rate in the state for 
years, cont inued along that path in 1984. 
Although its unemployment rate doubled in 
the recession, its rate was the only one in the 
state that compared favorably to low unemploy-
ment areas elsewhere in the country last year. 
Lafayette is the educational, cultural, and ser-
vice capital of Acadiana (Cajun territory) and 
the center for petroleum operations in the 
state. While hard-hit by the softening oil sector, 
the city benefited somewhat last year from its 
role in providing diversified services. Moreover, 
whitecol lar administrative jobs related to the 
oil industry have not been as adversely affected 
as production workers' jobs, and renewed drilling 

activity has supported the demand for geologists, 
engineers, and other technical workers. 

The unemployment rates of Alexandria, 
Monroe, and New Orleans were similar to the 
state's last year. All three areas exhibited a mix 
of strengths and weaknesses. By late spring, the 
three had achieved unemployment rates that 
were about 3 percentage points lower than a 
year earlier. However, as in the state, unemploy-
ment rates in those areas began to drift upward 
in the second half of 1984 as the economy 
softened. 

The trade, services, and government sectors 
dominate New Orleans' economy, accounting 
for two-thirds of employment. Wi th nearly 
oneth i rd of all the jobs in Louisiana located in 
the New Orleans metro area economic develop-
ments in the Crescent City have a strong 
influence on the state's overall performance. 
Slow improvement in the oil and gas sector and 
in foreign trade in 1984 prevented both the 
metropolitan area and the state from rebounding. 
The continuing doldrums in the energy sector 
were felt most acutely in Lake Charles, however. 
That former beehive of oil, gas, and petrochemical 
activity continued to suffer an unemployment 
rate around 13 percent late in the year, with 
both employment and labor force still declining. 

Economic conditions in Louisiana's nonmetro-
politan parishes varied widely in 1984. Unem-
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Table 2. Labor Market Conditions, U. S. and Louisiana* 
(in thousands) 

Percent 
November November Change 

Area & Employment 1984 1983 1983 /1984 

United States 
Civilian Labor Force 
Employed 
Unemployed 

Rate (percent) 

Louisiana 
Civilian Labor Force 
Employed 
Unemployed 

Rate (percent) 

Alexandria 
Civilian Labor Force 
Employed 
Unemployed 

Rate (percent) 

Baton Rouge 
Civilian Labor Force 
Employed 
Unemployed 

Rate (percent) 

Lafayette 
Civilian Labor Force 
Employed 
Unemployed 

Rate (percent) 

Lake Charles 
Civilian Labor Force 
Employed 
Unemployed 

Rate (percent) 

Monroe 
Civilian Labor Force 
Employed 
Unemployed 

Rate (percent) 

New Orleans 
Civilian Labor Force 
Employed 
Unemployed 

Rate (percent) 

Shreveport 
Civilian Labor Force 
Employed 
Unemployed 

Rate (percent) 

*Data not seasonally adjusted 

Source: U.S. Bureau of Labor Statistics, The Employment Situation-, 
Louisiana Department of Labor, Louisiana Labor Market Infor-
mation, November 1984. 

ployment generally tended to be higher there 
than in metropol i tan areas, reflecting the 
paucity of stable and growing service industries 
in rural areas. Parishes in rural southern and 
northeastern Louisiana posted unemployment 
rates in the 10 to 15 percent range. Most south 
Louisiana parishes are critically dependent on 
energy, although a strong fishing industry has 
helped that region and weakness in rice farming 
has hurt it. In the northeast, troubles in agricul-
ture and shippingactivity in the Mississippi River 
slowed that area's economic advance. Unem-
ployment in the northwest tended to fall below 
9 percent, helped by defense spending and a 
more manufacturing-based economy utilizing 
forest products. 

Population, Income, and 
Consumer Spending 

Louisiana's relatively poor economic perfor-
mance since mid-1982 is reflected in its pattern 
of income and spending growth. For example, 
year-over-year growth of personal income on a 
quarterly basis has been consistently below 
that of the nation and the Southeast since that 
t ime (Chart 2). In 1983, income grew by little 
more than half the national rate, placing Louisiana 
among the half dozen worst performing states. 
As of mid-1984, Louisiana's personal income 
growth continued to rank among that of the 
bottom 10 states. 

These income comparisons are even more 
unfavorable when income growth is considered 
on a per capita basis. Nationally, per capita 
income increased more than 2.5 times as fast as 
Louisiana's in 1983 partly because the national 
population grew only two-thirds as fast. More 
recently, Louisiana's population growth has 
slowed dramatically. The state's population 
grew by little more than half the rate of increase 
nationally, and was the slowest in the region 
according to U. S. Census Bureau estimates, in 
the year ending last July. 

An examination of the relative growth of 
income by major economic sectors for Louisiana 
and the nation is revealing. For the year ending 
in mid-1984, Louisiana posted faster growth 
only for durable goods manufacturing. The 
state's poor showing compared with the nation's 
is attributable to relative weakness in income 
growth from mining, construction, state and 
local government, wholesale and retail trade, 
and transportation and public utilities. These 

114,115 112,147 1.8 
106,246 103,018 3.1 

7,869 9,129 - 1 3 . 8 
6.9 8.1 

1,964.7 1,901.8 3.3 
1,773.4 1,698.4 4.4 

191.3 203.4 - 5 . 9 
9.7 10.7 

79.0 77.1 2.5 
70.9 69.6 1.9 

8.1 7.5 8.0 
10.3 9.7 

252.9 241.8 4.6 
231.0 220.4 4.8 

21.9 21.4 2.3 
8.7 8.9 

98.2 94.9 3.5 
92.3 87.4 5.6 

5.9 7.5 - 2 1 . 3 
6.0 7.9 

74.1 78.0 - 5 . 0 
64.4 66.6 - 3 . 3 

9.7 11.4 - 1 4 . 9 
13.1 14.6 

60.0 58.4 2.7 
54.3 52.4 3.6 

5.7 6.0 - 5 . 0 
9.5 10.3 

539.9 530.1 1.8 
489.4 479.3 2.1 

50.5 50.8 - 0 . 1 
9.4 9.6 

172.4 170.0 1.4 
159.2 152.7 4.3 

13.2 17.3 - 2 3 . 7 
7.6 10.2 
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Chart 2. Annual Percent Change in Personal Income, 
Louisiana, Southeast and United States 

Source: Calculated by Federal Reserve Bank of Atlanta from data in 
U.S. Department of Commerce, Quarterly Personal Income, 
various issues 

weaknesses are linked strongly to the energy 
bust and the lackluster performance of port 
activity. 

Weak income growth since mid-1982 also is 
reflected in Louisiana's retail trade data In 
nearly two-thirds of the months from January 
1982 to mid-1983, consumer spending growth 
in dollars, before adjusting for inflation, was 
below or only up negligibly from the correspond-
ing month of the previous year. Meanwhile, 
real consumer spending was increasing nation-
ally. As a consequence, Louisiana's spending 
growth since mid-1983 overstates the strength 
of its consumer spending relative to the nation's 
(Chart 3). 

Louisiana's outlook for consumer spending 
in 1985 is positive, but only moderately so. At 
year-end, retailers anticipated that the good 
holiday sales they were experiencing would 
spill over into 1985's retail sales. However, 
they also were concerned about the potential 
effects of weak oil prices and a slow-moving 
petrochemical industry in 1985. 

Oil and Gas 
Louisiana's oil and gas industry began a shaky 

recovery in 1984, thanks to moderately higher 
U.S. energy consumption and sharply lower 
drilling costs. But the industry is still adjusting 
to the price shocks of the past few years, an 
aftermath of the recession, and from sputtering 

Chart 3. Annual Percent Change in Retail Trade, 
United States and Louisiana 
(3-month moving average) 
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various issues 

production attributable to dwindling resources. 
There is a good chance that real energy prices 
eventually will stabilize and even rise in the 
years ahead, despite the current softness in 
world energy markets. But Louisianians face 
the pressing need to diversify their economy 
away from its reliance on an industry that, in 
the absence of significant new discoveries, is 
bound to shrink as the resource pool is depleted. 

The Hughes Tool Company's oil rig count for 
Louisiana increased nearly 10 percent in 1984 
from 1983's depressed level, although the 
number actually working was still one-third 
fewer than the peak number of 487 reached in 
December 1981. Energy use in the United 
States reversed a four-year decline in 1984. 
Increased use of energy more than offset lower 
energy use per dollar of GNP, which resulted 
from ongoing conservation efforts. Based on 
permits issued by the state, expectations are 
that oil and gas drilling will continue to grow, 
albeit at a much more subdued pace than 
during the energy boom five years ago. Offshore 
drilling, which has rebounded more than onshore 
activity and accounts for the bulk of exploration, 
is likely to register most growth. 

The effect of the oil and gas industry's volatile 
performance on Louisiana's economy is well 
understood in the state. Likewise, it is under-
stood that the state's economy must diversify 
further to provide higher living standards to 
residents. Troubles in the industry have rippled 
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throughout the state, just as good times rolled 
across the "o i l patch" earlier. Much of the 
construction industry and related oil and gas 
service supply industry cannot grow without 
expanded oil and gas drilling activity. Moreover, 
downstream use of natural gas in the petro-
chemical industry has been crucial to the state's 
major manufacturing industries. Like the chemi-
cal plants that originally located in Louisiana to 
be close to its natural gas feedstock, petroleum 
refineries need oil to make fuel. Increasing 
competit ion from foreign oil and gas producers 
who are expanding their own downstream 
refining and chemical production capacity poses 
a severe threat to Louisiana's future growth 
prospects. 

The impact of a shrinking energy-based 
economy has intensified in recent years beyond 
declining employment in related industries. 
For example, the fiscal health of Louisiana's 
state government is tied closely to the price 
and production of energy. State severance 
taxes on oil and gas have dropped substantially 
in recent years. At times, the energy sector has 
provided perhaps as much as 40 percent of the 
state's tax revenues, including lease and royalty 
income. A continuing decline in energy reve-
nues eventually could threaten state programs 
designed to provide new jobs to replace those 
lost because of oil and gas depletion. 

Manufacturing 
Louisiana was one of only two states where 

nondurable goods manufacturing outperformed 
durable goods in 1983, the first year of the 
national recovery. Unfortunately, employment 
decHned in both of these sectors in Louisiana 
The relatively greater weakness experienced 
by durable goods firms in 1983 reflects the 
spillover effects from the energy glut The 
state's metals, machinery, and transportation 
equipment durable goods industries depend 
upon orders from energy mining firms and 
upon petroleum refiners and chemical manu-
facturers (who are counted as nondurable 
goods producers). 

The slow recovery of oil and gas exploration 
and extraction in 1984, combined with the 
continued loss of jobs in the chemicals and 
petroleum refining industries, prevented Louisi-
ana manufacturing employment from improving 
much again last year. Nationally, the number of 
manufactur ing jobs approached the pre-

recessionary peak, while the number in Louisiana 
was still nearly 20 percent lower in late 1984 
than in mid-1981. 

The few gains in manufacturing employment 
during 1984 were concentrated in the electrical 
and electronic machinery, equipment , and 
supplies industries (Table 3). These durable 
goods producers have benefited from recovery 
of the auto and housing industries. However, 
slowing construction after midyear reversed 
employment growth in the lumber, furniture, 
and stone, clay, and glass industries earlier in 
the year. Growth was flat in metals and transpor-
tation equipment employment in part because 
shipyards are not building oil field tenders as in 
the past. Employment levels in these industries 
remain about one-third lower than in late 
1981. 

Nondurable goods production accounts for 
about 55 percent of Louisiana's manufacturing 
employment. Employment growth was even 
flatter than production growth in most of these 
industries in 1984, as chemical, petroleum, food, 
apparel, and paper producers tried to fend off 
foreign competition by installing more efficient 
equipment and by tr imming employment. 

For Louisiana, world oil prices and the foreign 
exchange value of the dollar are more important 
than the growth of the national economy. 
Ongoing efforts by manufacturers to boost 
productivity or change product mix to become 
more competit ive should help somewhat For 
the longer haul, these efforts are crucial to 
maintaining and improving Louisianians' living 
standards. 

One of the stronger stimulants to national 
growth this year wil l be spending for national 
defense. Louisiana's share of defense employ 
ment and production is below average com-
pared with the state's share of all national employ 
ment and production. But the benefits of defense 
dollars to Louisiana's economy are substantial 
and of growing importance, particularly to New 
Orleans' economy. The military, including the 
Corps of Engineers, is a major employer in that 
city, and numerous companies in the area, both 
small and large, supply local bases or mi l i tary 
needs elsewhere. The Avondale Shipyard and 
Bell Aerospace Textran are two of the largest 
suppliers, with contracts from the Navy to 
build troop and fleet oiler ships and coastal 
mine sweepers. This work helps cushion the 
still declining employment in shipbuilding and 
repair from lost energy-related business. 
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Table 3. Manufacturing Wage and Salary Employment in Louisiana 
(in thousands) 

Manufacturing 
Durable Goods 

Lumber and Wood Products 
Furniture and Fixtures 
Stone, Clay, and Glass Products 
Primary Metals Industries 
Fabricated Metals Products 
Machinery, except Electrical 
Electric and Electronic Equipment 
Transportation Equipment 
Other Durable Goods 

Nondurable Goods 
Food and Kindred Products 
Apparel and Other Textile Products 
Paper and Allied Products 
Printing and Publishing 
Chemicals and Allied Products 
Petroleum and Coal Products 
Other Nondurable Goods 

Percent 
November November Change 

1984 1983 1983/1984 

182.9 180.8 1.2 
84.1 79.0 6.5 
13.4 13.4 — 

0.8 0.8 — 

7.7 7.6 1.3 
3.6 3.5 2.9 

12.6 13.6 - 7 . 4 
10.2 9.4 8.5 
11.2 8.1 38.2 
21.9 20.6 6.3 

2.7 2.0 35.0 
98.8 101.8 - 2 . 9 
23.3 25.5 - 8 . 6 

9.0 8.5 5.9 
11.9 11.7 1.7 

9.9 9.8 1.0 
28.4 29.6 - 4 . 0 
12.3 12.8 - 3 . 9 

4.0 3.9 2.5 

Source: Louisiana Department ot Labor, Louisiana Labor Market Information, November 1984. 

Signs of a rebound in housing and in con-
sumer spending nationally began to show up at 
the end of 1984, helped by lower interest rates 
and growing incomes. A sustained revival of 
construction activity this year would stimulate 
construction-related industries that faltered 
last year. Greater demand for lumber and 
wood products would increase activity and 
employment at logging camps, sawmills, and 
planing mills across the state. Producers of 
concrete, gypsum, and plaster products would 
benefit as well. Healthy spending by consumers 
would boost numerous auto industry suppliers 
of rubber, glass, and electrical and other components 
around the state. Firms producing metal and a 
variety of machinery also would add to their 
payrolls. But job gains in durable manufacturing 
industries in Louisiana from increased construc-
tion and consumer spending will not be large. 
Combined, these industries account for a rela-
tively low share of manufacturing employment 
in Louisiana (45 percent) compared with their 
share nationally (60 percent). 

FEDERAL RESERVE B A N K O F ATLANTA 

The state's largest industrial employer is the 
chemical industry. It accounts for one out of 
eight manufacturing jobs in the state and 30 
percent of all nondurable manufacturing jobs. 
Workers certainly would benefit from a third 
year of national expansion. Continued national 
growth would increase the amount of chemicals 
needed to produce industrial products used to 
make cars, houses, and consumer goods. Paper 
and textile material suppliers would benefit in 
a similar way. But it is unlikely that the moderate 
pace of growth nationally will ensure an equally 
healthy nondurable manufacturing sector in 
Louisiana Too much manufacturing in the 
state is linked to the energy sector, which is 
likely to remain relatively weak. 

A drop in the cost of gas feedstock to the 
chemical industry and the cost of a dollar to 
foreigners would sharply improve chemical 
producers' ability to sell in world markets as 
well as at home. But at year-end, the outlook 
for the price of gas and the dollar in 1985 
remained uncertain. Longer term, many of the 
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state's big chemical companies are gearing up 
to produce more engineering-intensive specialty 
chemicals to skirt growing foreign competit ion 
in the production of low-cost bulk chemicals. 

Rapid growth of cheap imported ammonia 
for use in producing fertilizers is one example 
of the declining competitiveness of Louisiana's 
bulk chemical producers. Manufacturers of 
agricultural chemicals claim that these imports 
seriously threaten the future of this industry in 
the United States. Moreover, U.S. producers 
assert that foreign nations subsidize their 
chemical industries via artificially low prices for 
nationalized natural gas feedstock. Domestic 
producers are pressing for legislation to halt 
such imports. 

A positive factor for fertilizer producers this 
year will be the expected increase in demand 
from farmers in the United States and abroad. 
Wi th the cancellation of the federal Payment-1 n-
Kind (PIK) program that encouraged farmers 
to reduce cultivated acreage, farmers should 
plant more crops and use more fertilizer. Expand-
ing food production worldwide likewise should 
help stimulate fertilizer, pesticide, and herbi-
cide sales to foreigners, particularly if the dollar 
loses some of its current strength against other 
currencies. 

Government 
Real spending by state and local governments 

nationally was flat in the first year of recovery 
but increased at a healthy pace in 1984. More-
over, an increase in federal grants, strengthened 
state fiscal positions, and continued expansion 
of economic activity portends further growth in 
the state and local sector this year. Real spending 
in Louisiana also is increasing, but the state's 
fiscal health has eroded dramatically since oil 
prices tumbled in 1983. Another sustained 
price drop this year would be bad news for the 
state's precariously balanced budget 

Data from the National Governors Association 
and National Association of State Budget Officers 
show that the state started the 1983 fiscal year 
(in July 1982) with a $271 million surplus, or 
close to 7 percent of expenditures and transfers 
made in the 1982-83 fiscal year. This fiscal year, 
which ends in June 1985, started off about $30 
million in the red, according to the state legisla-
tive fiscal office. 

Much of the state government's revenue 
comes from the energy sector in the form of 

severance taxes, royalties, and bonuses from 
oil and gas production. Fiscal 1983 revenue 
from the severance tax alone dropped by more 
than $130 million from the previous year, to 
about $860 million, according to the Louisiana 
Department of Revenue. This revenue source 
was off another $57 million in the fiscal year 
that ended last June. The recession and weaker 
than expected recovery last year also has 
caused the important alcohol, tobacco, and 
corporate income taxes to decline or fall short 
of projections. 

State government employment, which grew 
rapidly in the late 1970s, has grown more 
slowly since 1982 because of these budget 
difficulties However, spending is growing, helped 
by tax increases passed last year that were 
projected to add $900 million in revenue. Even 
so, Louisiana's public sector wil l provide little 
growth impetus this year. If oil prices should 
drop more, the state estimates it would lose 
about $21.6 million in revenue for each dollar 
decline in the price of oil at current production 
levels. In the longer term, the state's new 
spending to underwrite an economic diversifi-
cation plan may help to lessen reliance on the 
energy sector. 

The state's plan to end its heavy dependence 
on the oil and gas industry is, perhaps, the most 
comprehensive economic development pro-
gram in Louisiana's history. The plan aims to 
make venture capital more available, liberalize 
state banking laws, build Louisiana universities' 
research capabilities, use new biotechnologies 
to enhance natural resources, improve industrial 
recruitment efforts, seek international business 
more aggressively, and provide more business tax 
incentives. 

Construction 
Employment in the nation's construction 

sector approached a historical high in 1984. By 
contrast Louisiana's construction employment 
remained nearly 20 percent below the peak 
level reached in 1980. Total construction activity 
turned out to be even weaker than was expected 
when the year began, largely because of the 
disappointing performance of the energy sector. 
Stimulus from the World's Fair also came to an 
end as that construction project was completed, 
and a commercial building boom was winding 
down. In addition, slower-than-expected growth 
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of the entire state economy prevented resi-
dential construction from growing more. 

Total construction activity dropped in Louisi-
ana in 1983 and 1984 while it was rising 
nationally, a reversal of 1982. In 1982, Louisiana 
was benefiting simultaneously from construction 
activity associated with the energy sector and 
from preparations for the World's Fair. When 
the impetus from these forces dissipated in 
1983 and 1984, respectively, the state's con-
struction sector nosedived. 

Total construction this year is unlikely to 
match the moderate growth expected for the 
nation. However, the worst of the slowdown 
associated with the troubled oil and gas indus-
tries is probably over, unless oil prices fall 
further. Thus, the state may regain some of the 
almost 30,000 jobs lost in the construction 
trades over the past few years. But the gains 
probably wil l be modest in the aftermath of the 
World's Fair and the slowing of office and hotel 
construction. 

The industry's best prospects for growth this 
year are in the housing and nonresidential 
building that would accompany a continuation 
of growth nationally. Compared with the nation's, 
Louisiana's housing construction was relatively 
weak last year, consistent with its slower pace 
of economic advance. The state's building 
activity is likely to continue advancing at a 
slower pace than the nation's again this year. 

Tourism 
Tourism, though a small sector of Louisiana's 

entire economy, is an important activity in 
New Orleans, where millions of visitors flock to 
the city yearly. Some visit on convention busi-
ness or to view sporting events or Mardi Gras, 
while others come simply to enjoy the unique 
cuisine, music, and general cultural ambience. 
Seeking to capitalize on New Orleans' lures, a 
World's Fair was held last year to showcase the 
city and the state. It also was hoped that 
investment generated by the fair would produce 
long-term economic benefits. Yet attendance 
was disappointing and the fair was forced to 
file for protection under federal bankruptcy 
laws in its last week to prevent creditors from 
seizing its property. 

Fewer than 7.5 million attended the fair, 
which was to attract 12 million. Attendance 
was so far below the break-even level that the 

fair ended its run with a net loss of $110 
million, according to the bankruptcy proceed-
ings report filed in December. Numerous reasons 
have been suggested to account for the financial 
losses, including competition from the Olympics 
and fore ign travel, poor management and 
marketing, bad weather, adverse publicity, and 
other factors that either boosted costs or 
decreased demand. 

Louisianians still hope that the more enduring 
goal of increased business activity, particularly 
in New Orleans, will be achieved. A revitalized 
riverfront warehouse area, with adjacent ongoing 
commercial development, is one permanent 
improvement. Another is the new convention 
center that was used as the state's pavilion 
during the faiKs run. The eventual economic 
benefits that these and other fair-related invest-
ments bring to New Orleans and the state 
surely will be positive, although their magnitude 
is uncertain. 

Services employment related to increased 
convention business and the new commercial 
developments may offer additional job oppor-
tunities, particularly for less-educated Louisi-
anians. A host of new jobs in hotels, stores, and 
other businesses related to the convention and 
tourism industries is sure to result from the 
enlarged capacity. But these benefits will be 
less positive this year than the employment 
boost from the fair in 1984. As a result, 1985 
service employment is likely to languish in 
New Orleans and to grow only slowly at the 
state level. 

Finance 
Although Louisiana's economy has suffered 

from declining oil prices, the national economy 
as a whole has benefited. Of course, that is 
small consolation to the many energy industry 
suppliers who have gone bankrupt in recent 
years or to their creditors who could not collect 
on loans. Similarly, the potential long-run bene-
fits from the improvements brought by the 
World's Fair still entail losses to creditors as a 
result of the fair's bankruptcy. Louisiana financial 
institutions are counted among those who 
stand to lose from both developments. 

So far, most loans provided by banks to 
energy-related companies have not proven 
fatal. Fair-related lending likely will prove to be 
even less damaging to bank profits. The one 
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bank failure in the state last year was caused in 
part by a downturn in the local economy 
associated wi th troubles in the oil exploration 
industry. Loan losses as a percentage of interest-
earning assets also rose substantially in the 
state in 1982 and 1983. However, Louisiana's 
commercial banks' percentage return on assets 
was above average for Sixth-District states. 

Louisiana registered slower-than-national 
growth of bank deposits last year. That slower 
deposit growth is consistent with the relatively 
weak growth in income and the state economy 
in 1984. Major state legislation was passed last 
year enabling bank holding companies to cross 
parish boundaries to seek mergers and deposits 
from around the state. Bank merger and acqui-
sition activity is likely to be heavy in 1985. 
Currently, Louisiana banking organizations are 
relatively small: only two banks in the state 
have assets in excess of $2 billion and the top 
six banks have combined assets of less than $9 
billion. The small size of Louisiana banks certainly 
is due in part to the pre-1984 prohibition 
against inter-parish banking. Now, mergers will 
allow them to grow. 

The expected growth in the size of banking 
organizations in the state should prove mostly 
positive for customers. The new law allows 
banks greater freedom to compete. Thus, insti-
tutions in poorly served markets may face 
increased competition. Louisiana institutions 
also should be in a better position to serve 
larger companies, and to provide a wider range 
of services, than is typical now. This increased 
capacity may swell financial employment as 
well, but employment growth is likely to be 
gradual. Consolidation could mean even a 
short-term decline in employment as dupli-
cation is eliminated. 

International Trade 
Louisiana's ports began a sluggish recovery 

last year from a sharp decline in the volume 
and value of foreign trade shipments in 1982 
and 1983 (Chart 4). Thousands of jobs were 
lost in this period in the New Orleans Customs 
District, which encompasses the state's largest 
ports, and most have yet to be regained. Total 
trade remains sharply below the peak attained 
in 1981 and the unusually strong value of the 
dollar has greatly skewed the pattern of recovery. 

The Port of New Orleans is one of the 
nation's busiest and most important Its health, 

Chart 4. Exports and Imports, 
New Orleans Customs District 

Source: U.S Department of Commerce, Highlights of U.S Export 
and Import Trade, various issues 

as well as that of the entire port system in the 
state, is vital to the health of the state's economy. 
Many of the nation's ports were hurt by the 
slowdown in world trade in the recession, but 
the mix of New Orleans' cargo shipments 
made it especially vulnerable to the decline in 
trade. New Orleans leads the nation in the 
export of bulk commodities, and it and other 
ports along the Mississippi are major handlers 
of oil imports. The strong dollar and weaker 
recovery abroad compared with that of the 
United States cut purchases of these commodi-
ties in particular. 

The rebound in shipments that New Orleans 
is now experiencing also is unbalanced. Imports 
of manufactured goods are growing much faster 
than exports, as foreign steel producers, ma-
chinery manufacturers, and others find U.S. 
markets easier to penetrate. But exporting 
United States agricultural and manufactured 
goods has become more difficult. 

The major effect of the current trade imbalance 
occurs away from the ports, however. Louisiana 
farmers have become less competitive in foreign 
markets for soybeans, cotton, and corn. In 
manufacturing, where export-related produc-
tion accounts for one out of eight jobs, chemical 
producers and others also find it more difficult 
to penetrate foreign markets. If this year unfolds 
as expected, continued world growth will boost 
activity at Louisiana's ports more than in 1984. 
If the dollar were to undergo a sustained 
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decline it would, over time, cause an acceler-
ation in the growth of exports and a slowing of 
import growth. 

Agriculture 
Farm income as a percentage of total personal 

income is minimal both in Louisiana and the 
nation. However, this measure greatly under-
states the economic importance of the agricul-
tural sector. Like other businesses, farms engage 
in numerous purchase and sale transactions 
that further stimulate activity. In addition, farm-
related activity is the dominant economic base 
in many local areas. 

Most Louisiana crop farmers, who generate 
nearly three-fourths of the state's farm income, 
should be able to look back on last year 
favorably, even though termination of the PIK 
program reduced cash income. All major crop 
yields increased, with the exception of sugar 
cane, and prices generally held at profitable 
levels. Many crop prices are in danger of 
slipping, though, and foreign markets for U.S. 
products are weak, partly because of record 
crops abroad. Rapid growth in agricultural 
exports is unlikely until the dollar declines in 
value. 

Although rice production increased last year 
and generated profits for the most efficient 
producers, income fell far short of the peak 
level reached in 1981. Prices are under down-
ward pressure because of weak foreign sales, 
and improved crop yields have contributed to 
large rice inventories. The soybean crop, which 

generates the most income for Louisiana farmers, 
actually declined last year due to reduced 
acreage. As with rice, growers are threatened 
with falling prices. 

In spite of weaker prices, Louisiana cattle-
men, who generate nearly one-fourth of the 
state's farm income, were able to increase their 
revenues last year by increasing sales. Although 
profit margins were negligible on the higher 
marketings, cattlemen reduced their inventory, 
hoping to improve their prospects for higher 
cattle prices and revenue this year. 

The overall outlook for Louisiana's agricultural 
economy is much the same as last year. The 
typical farmer is unlikely to achieve high profits, 
but efficient producers should earn normal 
returns if the weather cooperates. The outlook 
is a bit more favorable for the livestock sector 
because feed costs should be steady to lower 
and cattle prices should advance because of 
reduced supplies. 

Conclusion 
Louisiana's 1984 economic performance 

represents an extreme example of the con-
sequences of dependency upon a volati le 
economic sector. The state's weak growth during 
the current national economic expansion is 
related largely to the drop in oil prices from levels 
that prevailed in the pre-recession boom period. 
The state's economy should improve this year, 
but it probably wil l not keep pace with the 
nation's rebound because of continued softness 
in energy prices. 
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